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SOUTH FLORIDA WATER MANAGEMENT DISTRICT

RESOLUTION NO.

A RESOLUTION OF THE GOVERNING BOARD OF THE SOUTH
FLORIDA WATER MANAGEMENT DISTRICT RELATING TO THE
DISTRICT'S INVESTMENT POLICY; AMENDING ARTICLE VI, OF
THE DISTRICT POLICIES CODE TO UPDATE INVESTMENT
CRITERIA AND TO MAKE OTHER CHANGES REFLECTIVE OF
CHANGING CONDITIONS IN THE FINANCIAL MARKETS;
PROVIDING FOR INCLUSION IN THE DISTRICT POLICY CODE;
PROVIDING FOR SEVERABILITY; PROVIDING AN EFFECTIVE
DATE

WHEREAS the Governing Board had determined that it is necessary,
appropriate , financially prudent and in the public interest to review the District’s
Investment Policy at least every other year to insure that the policy keeps up with
changes in the investment marketplace; and

WHEREAS, the District retained the PFM Group to assist in the review of the
Investment Policy and to suggest revisions to the policy reflecting the current status of
the financial markets; and

WHEREAS the changes in the policy set forth in this resolution reflect a prudent
approach to investment of public funds with the goal of insuring the safety of the
District’s financial resources while providing for necessary liquidity and a reasonable
return; now therefore
BE IT RESOLVED BY THE GOVERNING BOARD OF THE SOUTH FLORIDA
WATER MANAGEMENT DISTRICT:

Section 1. The Governing Board adopts the following amendments to the District

Policies Code:
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CHAPTER 110 —FINANCE

ARTICLE VI
SFWMD INVESTMENT POLICY

BAMISIONIINVESTMENTS

Sec. 110-81. Scope.

(@ In accordance with Section 218.415, Florida Statutes, this article shall apply to all
funds held or controlled by the South Florida Water Management District as related to
investment activities.

(b)  The investment policy shall apply to funds under the control of the unit of local
government in excess of those required to meet current expenses. The investment
policy shall not apply to pension funds or funds related to the issuance of debt where
there are other existing policies resolutions or indentures in effect for such funds.

(c) The management responsibility for all District funds in the investment program
and investment transactions is delegated to the Executive Director. The Executive
Director shall establish written procedures for the operation of the investment portfolio
and a system of internal accounting and administrative controls to regulate the activities

of employees.

Sec. 110-82. Purpose.

The purpose of this policy is to set forth the investment objectives and parameters for
the management of public funds of the District. These policies are designed to ensure
the prudent management of public funds, the availability of operating and capital funds
when needed, and an investment return competitive with comparable funds and
financial market indices. The District recognizes the importance of managing its
investments in a manner responsive to public trust and consistent with applicable

Florida Statutes.
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Sec. 110-83. Statement of Investment Objectives.

(@) Safety of Principal. The foremost objective of this investment program is the
safety of the principal of those funds within the portfolio. Investment transactions
shall seek to keep capital losses at a minimum, whether they are from securities
defaults or erosion of market value. To attain this objective, diversification is
required in order that potential losses on individual securities do not exceed the
income generated from the remainder of the portfolio. From time to time,
securities may be traded for other similar securities to improve yield, maturity or
credit risk. For these transactions, a loss may be incurred for accounting
purposes, provided any of the following occurs with respect to the replacement

security:

A. Yield has been increased, or
B. Maturity has been reduced, or
C. Quality of the investment has been improved.

(b) Maintenance of Liquidity. The second highest priority is liquidity of funds. The
portfolio shall be managed in such a manner that funds are available to meet
reasonably anticipated cash flow requirements in an orderly manner. Periodical cash
flow analyses will be completed in order to ensure that the portfolio is positioned to
provide sufficient liquidity.

(c) Return on Investment. The third highest priority is the return on investment funds.
The investment portfolio shall be designed with the objective of attaining a market rate
of return throughout budgetary and economic cycles, taking into account the investment
risk constraints and liquidity needs. Return on investment is of least importance
compared to the safety and liquidity objectives described above. The core of
investments is limited to relatively low risk securities in anticipation of earning a fair

return relative to the risk being assumed.
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Sec. 110-84. Prudence and Ethical Standards.

(@) The standard of prudence to be used by investment officials shall be the "Prudent
Person" standard and shall be applied in the context of managing the overall investment
program. Investment officers acting in accordance with written procedures and this
investment policy and exercising prudent person standards shall be relieved of personal
responsibility for an individual security's credit risk or market price changes, provided
deviations from expectation are reported to the Executive Director in a timely fashion.
The Executive Director shall report such deviations in a timely fashion to the District's
Governing Board.

(b)  For the purposes of this section, the "Prudent Person" standard shall be defined
as follows:

Investments shall be made with judgment and care, under circumstances then
prevailing, which persons of prudence, discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment, considering the
probable safety of their capital as well as the probable income to be derived from the

investment.

Sec. 110-85. Internal Controls.

(@) A system of internal controls and operational procedures that are made a part of
the District's operational procedures shall be established. The internal controls shall be
designed to prevent losses of funds, which might arise from fraud, employee error, and
misrepresentation, by third parties, or imprudent actions by employees. The procedures
shall include reference to safekeeping, bonding, repurchase agreements, separation of
transaction authority from accounting and recordkeeping, wire transfer agreements,
banking service contracts and collateral/depository agreements.

(b)  No person may engage in an investment transaction except as authorized under
the terms of this policy.

(c)  Independent auditors as a normal part of the annual financial audit to the District

shall conduct a review of the system of internal controls to ensure compliance with

policies and procedures.
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(d)  Maturity and Liguidity Requirements. Each year a cash flow analysis will be

completed to determine the acceptable allocation and balances for each of the following
funds. The District staff will be responsible for the cash flow analysis, which will be
presented to the Investment Committee for review.

(e)  Operating Funds. _To the extent possible, an attempt will be made to match

investment maturities with known cash needs and anticipated cash flow requirements.
Investments of current operating funds shall have maturities of no longer than 12

months (“Short-Term Portfolio”).

() Core Funds. Investments of reserves, capital funds, and other non-operating

funds (“Long-Term Portfolio”) shall have a term appropriate to the need for funds, but in
no event shall exceed five (5) years and the average duration of the portfolio as a whole

may not exceed three (3) years.

Sec. 110-86. Authorized Investment and Portfolio Composition.

The following are the District's authorized investments, allocation limits on security
types, issuers, and maturity limitations. The Executive Director shall have the option to
modify investment percentages from time to time based on market conditions, risk and
diversification investment strategies. The percentage allocation requirements for
investment types and issuers shall be calculated based on the original cost of each

investment. Asset allocation guidelines are calculated at the time of purchase.

(1) The Florida Local Government Surplus Funds Trust Fund (SBA): A maximum of
25% of available funds may be invested in the SBA. The Fund must retain its AAAm
rating by Standard and Poor’s or the equivalent by another rating agency.

(2) United States Government Securities:

a. Funds may be invested in negotiable direct obligations, or obligations the principal
and interest of which are unconditionally guaranteed by the United States government.
b. A maximum of 100% of available funds may be invested in the United States
government securities. The maximum length to maturity of any direct investment in the

United States government securities is five years from the date of purchase.
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(3) United States Government Agencies or Instrumentalities:

a. Funds may be invested in bonds, debentures or notes which may be subject to
call, issued or guaranteed as to principal and interest by the United States government's
agencies, provided such obligations are backed by the full faith and credit of the United
States government.

b. A maximum of 100% of available funds may be invested in United States
government agencies. A maximum of 50% of available funds may be invested in
individual United States government agencies. The maximum length to maturity for an
investment in any United States government agency security is five years from the date
of purchase.

(4) United States Government Sponsored Agencies:

a. Funds may be invested in bonds, debentures or notes which may be subject to
call, issued or guaranteed as to principal and interest by United States government
sponsored agencies which are non-full faith and credit agencies. Those agencies are
limited to the following:

1. Federal Farm Credit Bank (FFCB).

2. Federal Home Loan Bank or its district banks (FHLB).

3. Federal National Mortgage Association (FNMA).

4, Federal Home Loan Mortgage Corporation (FHLMC), including Federal Home
Loan Mortgage Corporation participation certificates.

5. Government National Mortgage Association (GNMA).

6. Student Loan Marketing Association (SLMA).

b. Permitted investments shall include mortgage pass-throughs, collateralized
mortgage obligations, adjustable rate securities and adjustable rate mortgages.

C. A maximum of 80% of available funds may be invested in United States
government sponsored agencies.

d. A maximum of 35% of available funds may be invested in an individual United
States government sponsored agency.

e. The maximum length to maturity for an investment in any United States
government sponsored agencies security is five years from the date of purchase.

(5) Interest Bearing Time Deposit or Savings Accounts:
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a. Funds may be invested in non-negotiable interest bearing time certificates of
deposit or savings accounts in banks organized under the laws of this State and/or in
national banks organized under the laws of the United States and doing business and
situated in the State of Florida, provided that any such deposits are secured in
accordance with the Florida Security for Public Deposits Act, Chapter 280, Florida
Statutes. Additionally, the bank shall not be listed with any recognized credit watch
information service.

b. A maximum of 25% of available funds may be invested in non-negotiable interest
bearing time certificates of deposit.

c. A maximum of 5% of available funds may be deposited with any one issuer.

d. The maximum maturity on any certificate shall be no greater than one year from
the date of purchase.

(6) Commercial Paper:

a. Funds may be invested in commercial paper issued by any United States company
that is rated, at the time of purchase, "Prime-1" by Moody's, "A-1" by Standard & Poor's
or "F-1" by Fitch.

b. A maximum of 35% of available funds may be directly invested in prime
commercial paper. A maximum of 5% of available funds may be invested with any one
issuer. The maximum length to maturity for prime commercial paper shall be 270 days
from the date of purchase.

(7) Corporate Notes:

a. Funds may be invested in corporate notes issued by corporations organized and
operating within the United States or by depository institutions licensed by the United
States that have a long term debt rating, at the time of purchase, at a minimum "Aa" by
Moody's, "AA" by Standard & Poor's or "AA" by Fitch.

b. A maximum of 10% of available funds may be directly invested in corporate notes.
A maximum of 2% of available funds may be invested with any one issuer. The
maximum length to maturity for corporate notes shall be three years from the date of
purchase.

(8) Bankers' Acceptances:
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a. Funds may be invested in bankers' acceptances issued by a domestic bank or a
federally chartered domestic office of a foreign bank which are eligible for purchase by
the Federal Reserve System if, at the time of purchase, the short-term paper is rated, at
a minimum, "P-1" by Moody's Investors Services and "A-1" by Standard & Poor's.

b. A maximum of 35% of available funds may be directly invested in Bankers'
acceptances. A maximum of 10% of available funds may be invested with any one
issuer's acceptances. The maximum length to maturity for Bankers' acceptances shall
be 180 days from the date of purchase.

(9) State and/or Local Government Taxable and/or Tax-Exempt Debt:

a. Funds may be invested in state and/or local government taxable and/or tax-exempt
debt, general obligation and/or revenue bonds, rated at least "Aa" by Moody's and "AA"
by Standard & Poor's or "AA" by Fitch for long-term debt, or rated at least "MIG- 1" by
Moody's and "SP-1" by Standard & Poor's for short-term debt.

b. A maximum of 20% of available funds may be invested in taxable and tax-exempt
debts. A maximum length to maturity for an investment in any state or local government
debt security is three years from the date of purchase.

(10) Registered Investment Companies (Money Market Mutual Funds).

a. Funds may be invested in shares in open-end, no-load funds provided such funds
are registered under the Federal Investment Company Act of 1940 and operate in
accordance with 17 C.F.R. § 270.2a-7, which stipulates that money market funds must
have an average weighted maturity of 90 days or less. The prospectus of such funds
must indicate that the share value shall not fluctuate. Money market accounts may be
invested in direct obligations of the United States government or any agency or federal
instrumentality thereof. The money market funds shall be rated "AAAM" or "AAAmM-G" or
better by Standard & Poor's, or the equivalent by another rating agency.

b. A maximum of 75% o of available funds may be invested in money market funds. A
maximum of 25% % of available funds may be invested with any one money market
fund.

(11) Master Repurchase Agreement:

a. Funds may be invested in repurchase agreements composed of only those

investments based on the requirements set forth by the District's master repurchase
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agreement. All firms are required to sign the master repurchase agreement prior to the
execution of a repurchase agreement transaction. A third-party custodian with whom the
District has a current custodial agreement shall hold the collateral for all repurchase
agreements with a term longer than one business day. A clearly marked receipt that
shows evidence of ownership must be supplied to the District and retained.

b.  Securities authorized for collateral are negotiable direct obligations of the United
States government, government agencies, and Federal instrumentalities with maturities
under five years and must have a market value for the principal and accrued interest of
102% of the value for the term of the repurchase agreement. Immaterial short-term
deviations from the 102% requirement are permissible only upon the approval of the
Treasurer.

(12) Hedging Instruments:

a. Interest rate swaps, interest rate exchange agreements, investment contracts, or
contracts providing for payments based on levels of or changes in interest rates, or
contracts to exchange cash flows, a series of payments, or to hedge payment rate,
spread or similar exposure "Hedging Instruments" are authorized.

b. Maturities of up to ten years from the date of execution and delivery of the
confirmation or investment are authorized or such longer maturity as otherwise provided
by the Governing Board or the governing bond indenture, trust agreement or bond
resolution approved by the Governing Board.

C. Investment in Hedging Instruments will not be made unless the Chief Financial
Officer or designee responsible for making investment decisions have developed
sufficient understanding of the Hedging Instruments and have the expertise to manage
them.

(13) Reverse Repurchase Agreements: The District may enter into a reverse
repurchase agreement with a primary government dealer, not for the purposes of
increased leverage, but for legitimate cash management purposes only. A reverse
repurchase can only be used to avoid liquidating a security in order to meet an
unexpected or immediate cash flow requirement. The investment shall be limited to
transactions in which the proceeds are intended to provide liquidity and for which the

District staff has sufficient resources and expertise to manage.
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(14) Mortgage Backed Securities:

a. Funds may be invested in Mortgage-Backed Pass throughs guaranteed by
the U.S. Government or a Government Sponsored agency, including
securities collateralized by the same. A maximum of 30% of available funds
may be invested in Mortgage Backed Securities.

b. Funds may be invested in Non-Agency mortgage backed securities that
maintain a AAA rating. A maximum of 10% of available funds may be

invested into non-agency mortgage investments.

Sec. 110-87. Maturity and Liquidity Requirements.

(@) To the extent possible, investment maturities will be matched with known cash
needs and anticipated cash flow requirements.

(b)  No security shall have an estimated average return of principal exceeding five
years. The weighted average duration of principal return for the portfolio as a whole
shall be no more than three years.

(©) These restrictions shall be modified for adjustable rate and mortgage-backed
securities where the stated final maturities of the collateral may be up to 30 years. The
individual securities will still have an estimated average return of principal not to exceed

five years.

Sec. 110-88. Risk and Diversification.

Assets held shall be diversified to the extent practicable to control the risk of loss
resulting from over-concentration of assets in a specific maturity, issuer, instrument,
dealer, or bank through which financial instruments are bought and sold. Diversification

strategies within the established guidelines shall be reviewed and revised periodically.

Sec. 110-89. Authorized Investment Institutions and Dealers.

(a) The District staff shall maintain a list of financial institutions and broker/dealers
that are approved for investment purposes (“Qualified Institutions”). Only firms meeting
the following requirements will be eligible to serve as Qualified Institutions:
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1) “primary” dealers and regional dealers that qualify under Securities and
Exchange Commission Rule 15C3-1 (uniform net capital rule);

2) capital of no less than $10,000,000;

3) registered as a dealer under the Securities Exchange Act of 1934;

4) member of the National Association of Dealers (NASD);

5) registered to sell securities in Florida; and

6) the firm and assigned broker have been engaged in the business of effecting
transactions in U.S. government and agency obligations for at least five (5)

consecutive years.

(b)  All brokers, dealers and other financial institutions deemed to be Qualified
Institutions shall be provided with current copies of the District's Investment Policy. A
current audited financial statement is required to be on file for each financial institution
and broker/dealer with which the District transacts business.

(c) District staff shall only enter into repurchase and/or reverse repurchase
agreements with financial institutions that are primary securities dealers as designated
by the Federal Reserve Bank of New York.

(d)  All securities dealers will be required to sign a letter stating that they have read,
understand, and will adhere to the District's investment policy prior to conducting

business with the District.

Sec. 110-90. Third Party Custodial Agreements.

@) All securities shall be held with a third party custodian, and all securities
purchased by, and all collateral obtained by, the District should be properly designated
as an asset of the District. The securities must be held in an account separate and apart
from the assets of the financial institution.

(b) A "third party custodian” is defined as any bank depository chartered by the
Federal government, the State of Florida, or any other state or territory of the United
States which has a branch or principal place of business in the State of Florida as
defined in Section 658.12, Florida Statutes, or by a national association organized and
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existing under the laws of the United States which is authorized to accept and execute
trusts and which is doing business in the State of Florida.

(c) The Executive Director shall designate an individual or individuals that will
approve, on behalf of the District, third party custodial agreement(s) with its bank(s) and
depository institution(s). Such agreements may include letters of authority from the
District, details as to the responsibilities of each party, method of notification of security
purchases, sales and delivery, procedures related to repurchase agreements and wire
transfers, safekeeping and transaction costs, procedures in case of wire failure or other
unforeseen mishaps, and describing the liability of each party.

(d)  The custodian shall accept transaction instructions only from those persons who
have been duly authorized by the District, which authorizations have been provided, in
writing, to the custodian. No withdrawal of securities, in whole or in part, shall be made
from safekeeping, unless by such a duly authorized person.

(e)  The custodian shall provide the District with safekeeping receipts that provide
detailed information on the securities held by the custodian. Security transactions
between a broker/dealer and the custodian involving the purchase or sale of securities
by transfer of money or securities must be made on a "delivery vs. payment" basis, if
applicable, to ensure that the custodian will have the security or money, as appropriate,
in hand at the conclusion of the transaction. Securities held as collateral shall be held

free and clear of any liens.

Sec. 110-91. Bid Requirement.

(@) After District staff has determined the approximate maturity date based on cash
flow needs and market conditions and has analyzed and selected one or more optimal
types of investments, a minimum of three qualified banks and/or approved
brokers/dealers must be contacted and asked to provide bids/offers on the securities in
guestion. Bids will be held in confidence until the bid deemed to best meet the
investment objectives is determined and selected.

(b) In certain circumstances, if obtaining bids/offers is not feasible and appropriate,
securities may be purchased utilizing the comparison to current market price method on



367
368
369
370
371
372
373
374
375
376
377
378
379
380
381
382
383
384
385
386
387
388
389
390
391
392
393
394
395
396

an exception basis. Acceptable current market price providers include, but are not
limited to:

(1) Bloomberg Information Systems.

(2) The Wall Street Journal or a comparable nationally recognized financial
publication providing daily market pricing.

3) Daily market pricing provided by the District's custodian or its correspondent
institutions.

(c) The District staff shall utilize the competitive bid process to select the securities to
be purchased or sold. Selection by comparison to a current market price, as indicated
above, shall only be utilized when, in the judgment of District staff, competitive bidding
would inhibit the selection process. Examples of when this method may be used
include:

(1) When time constraints due to unusual circumstances preclude the use of the
competitive bidding process.

(2) When no active market exists for the issue being traded due to the age or depth of
the issue.

(3) When a security is unigue to a single dealer.

(4) When the transaction involves new issues or issues in the "when issued" market.
(5) When a specific issue mortgage backed security has been identified through
careful analysis by staff as beneficial to the overall investment strategy but is currently

only available through a single dealer.

Sec. 110-92. Sale of Securities.

(@ Investments should be made subject to the cash flow needs of the District, and
such cash flows are subject to revisions as market conditions and the District's needs
change. However, when the invested funds are needed, in whole or in part, for the
purpose originally intended or for more optimal investments, investments may be sold at
the then-prevailing market price and the proceeds placed into the proper account at the
District's custodian. District staff is responsible for monitoring market conditions to

evaluate the proper timing and conditions under which an investment sale may occur.
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(b)  On occasion, it may be considered prudent and in the best interest of the District
to sell an investment security and re-invest into a similar investment. These trades may
be done in order to improve the investment yield, target duration, or credit risk of the
portfolio. For these transactions, a loss may be incurred for accounting purposes in

order to achieve optimal investment return.

Sec. 110-93. Performance Measurement.

(@ In order to assist in the evaluation of the portfolios’ performance, the District will
use nationally recognized performance benchmarks for the Short-Term and Long-Term
portfolios. The use of benchmarks will allow the District to measure its returns against
other investors in the same markets. Performance calculations will not include any
balances invested in the overnight sweep accounts. A benchmark should not be chosen
which will induce the investment officer to take on undue risk in order to outperform the
benchmark.

(b) A nationally recognized Money Market Fund Index, such as the Standard and

Poor's Governmental Investment Pool Index/Government will be used as a benchmark

as compared to the portfolios’ net book value rate of return for current operating funds

(short-term portfolio).

(c) Investment performance of the Long-Term Portfolio will be compared to the

Merrill Lynch’s 1-3 Year United States Treasury Index or an equivalent index comprised
of U. S. Treasury or Government securities. The appropriate index will have a duration
and asset mix that approximates the portfolio and will be utilized as a benchmark to be

compared to the portfolio’s total rate of return.

@)

Sec. 110-94. Reporting.

(@) The Accounting Division shall be provided timely transaction data as necessary to
record and to document investment activity.

(b) On an quarterly basis, the Treasurer shall prepare and submit to the District's
Governing Board a written report on all invested funds. The report shall provide all, but

not limited to, the following: a complete list of all invested funds, name or type of
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security in which the funds are invested, the amount invested, the maturity date, earned
income, the book value, the market value and the yield on each investment. The annual
report will show performance on both a book value and total rate of return basis and will
compare the results to the above-stated performance benchmarks. All investments
shall be reported at fair value per GASB standards. Investment reports shall be

available to the public.

(€)

Sec. 110-95. Continuing Education.
All appropriate District staff shall annually complete eight hours of continuing education

in subjects or courses of study related to investment practices and products.

Secs. 110-96--110-120. Reserved.

Section 2. Inclusion of Section 1 of this resolution in the District Policy Code is
authorized and directed.

Section 3. If any section, subsection, subdivision, paragraph, sentence, clause
or phrase of this resolution is for any reason held to be unconstitutional or invalid or
ineffective by any court of competent jurisdiction, such decision shall not affect the
validity or effectiveness of the remaining portions of this resolution.

Section 4. This resolution shall take effect immediately on adoption.

PASSED and ADOPTED this ___ day of , 2008.

SOUTH FLORIDA WATER MANAGEMENT
DISTRICT, BY ITS GOVERNING BOARD



459
460
461
462
463
464
465
466
467
468
469
470

ATTEST

By:

District Clerk

Chairman

Approved as to form:

BY:

Office of Counsel



